The aim of this paper is to present China's economic model and discuss, in this context, bilateral trade and investment relations between China and Poland. The analysis presented herein is based on the strategy of cooperation with countries of Central and Eastern Europe, as presented by China's Prime Minister, and on the growing importance of Poland as a main partner of China in the Central and Eastern Europe region. The paper describes main premises of the Chinese economic model, followed by a diagnosis of Chinese economy. The authors analyze the main directions of China's foreign cooperation, placing the emphasis on relations with Poland.
The aim of this paper is to present China's economic model and discuss, in this context, bilateral trade and investment relations between China and Poland. The analysis presented herein is based on the strategy of cooperation with countries of Central and Eastern Europe, as presented by China's Prime Minister Wen Jiabao, and on the growing importance of Poland as a main partner of China in the CEE region. In addition, the paper presents an attempt at forecasting future directions of cooperation between both economies, in relation to the present economic policy trends observed in China. The first section of the paper describes main premises of the Chinese economic model, followed by a diagnosis of Chinese economy. The authors analyse the main directions of China's foreign cooperation, placing the emphasis on relations with Poland. Bilateral trade relations are discussed, together with analysis of import and export streams, commodity composition of trade and bilateral relations in the sphere of foreign direct investment.
China's economic model
China's economic model is characterized by high growth dynamics. There are, however, certain challenges to be met to maintain this fast tempo of economic growth, such as the need to balance growth trajectories across the region, growing disproportion of individual income, strong labour migration trends, low safety standards of Chinese products and, lastly, strong dependence of China's economy on export and investment 1 .
One of the main characteristics of China's economic model is the continued trade surplus, subject in recent years to strong fluctuations due to internal political factors and external demand oscillation. From 1978 (the date of China's opening of the foreign trade) till 1990s, China's dynamics of economic growth was fuelled mainly by internal demand, strongly stimulated by governmental and household expenditures 2 . In the second half on the 190s decade, China's economic model has been largely redesigned by central authorities to make better use of external demand and fixed capital investment.
Setting aside the neo-classical concept of demand and its role in long-term economic development, based among others on the full use of resources, it must be assumed that the main source of China's growth dynamics is the aggregated demand, consisting of the following:
-Consumer demand, stimulated by increase of household income due to positive changes in income redistribution policy and institutional/political reforms;
-Private investment, stimulated by high potential return, and the resulting increase in demand and productivity;
-Public investment and government purchases;
-External demand as a potential source of foreign currencies as well as a factor influencing the structure of current account and, indirectly, other components of aggregated demand.
Thus defined, the aggregated demand includes the following elements: individual consumption, gross investment, government purchases, and export and import of goods and services.
In the years 1978-2007, China's economic model was subject to significant evolution, as reflected in the volume of aggregated demand components (Table 1) . The years 1978-1988 mark the period of sustained growth, stimulated by internal demand.
It should be noted that household consumption's share in the dynamics of economic growth was over 52%, with investment in fixed assets representing 31%. The dynamic increase of household income was mainly associated with the increase of prices on agricultural products purchased centrally with the aim of stimulating the purchasing power in rural regions. The share of export in GDP growth was relatively low (17.4%).
The years 1988-1991 represent a period of investment slowdown, with resulting drop of annual average growth in relation to the previous period (5.7% from 10.1%). The drama of Tiananmen Square Incident and the growing inflationary pressures caused central authorities to adopt cooling measures through public investment cuts. The negative effects were countered by increased government purchases and devaluation of yuan, resulting in a marked increase of export share (51.6%).
The period of 1991-2001 is a period of increased investment, marked by fast growth of gross investment and household consumption share in GDP (39.28% and 43.75%, respectively).
The dynamic growth was also stimulated by political changes, namely the emphasis on market mechanisms and the share of private sector in China's economy. The inflationary pressures in the period of 1993-1994 were countered by cooling measures, such as further cuts of public investment and increased interest rates. Export was stimulated by gradual devaluation of yuan against US dollar and by tax deductions offered to businesses, but the recurring inflationary risk largely limited the effectiveness of these measures. . Consequently, the decidedly highest dynamics of economic growth in China since the introduction of new economic policy (reaching 13% in 2007) was, in relative terms, the least determined by the increase in private consumption. However, the role of goods export and public infrastructural investment in the period under study was markedly higher after China's accession to the WTO structures. The above phenomena were accompanied by commercialization in the sectors of public health, education and real estate market resulting in increased household savings instead of stimulated individual consumption.
To sum up, China's economic model shifted towards liberalization and free market over the three decades, as manifested by gradual reduction of individual consumption in the GDP growth, to the benefit of export and investment 4 . Presently, in times of global economic crisis, the role of investment increases, but the export's share is in decline, due to economic slowdown observed among the largest trade partners. The cooling of economy, particularly of the real estate market, designed to alleviate the inflationary pressures, implies the need for further stimulation of internal demand, as one of the most important components of aggregated demand and GDP growth dynamics in China under present economic conditions.
Diagnosis of economic situation and perspectives for economic growth in China
The People's Republic of China (PRC) is a prominent example of a country subject to consistent process of gradual market economy transformation. 
Tightening of the economic policy
In response to the inflationary pressure, Chinese monetary policy has been tightened, as attested by the rise of interest rates and reserve requirements for commercial banks. Liquidity 
Balancing the economy
Despite the restrictive character of fiscal and monetary policies, the internal demand increased in 2011. For the first time in the last decade, the share of total consumption in real GDP saw a marginal increase 12 . Retail sales increased by 12% in real figures, propelled by a marked increase of household income -reaching over 10% annually, particularly in rural areas. Employee income increased significantly, particularly for migrant workers from rural areas 13 , who profited from the introduction of minimum wage rules in urban areas, most notably in the key export production provinces of Guangdong and Jiangsu. In effect, the Chinese export sector was only marginally responsible for economic growth in 2011, with import dynamics slightly surpassing that of export dynamics. Consequently, terms of trade were affected, as manifested in the reduction of trade surplus to 2.2% GDP and balance in current accounts to less than 3% GDP in 2011. In addition, for the first time in more than a decade, 2011 has brought a decline of USD reserves, due to relative strengthening of the euro.
Determinants of economic growth
Central government's assumption that average annual growth rate of Chinese economy up to the year 2020 will oscillate around 7.9% is based on observation of economic situation of key export markets. Despite gradual increase of industrial production observed in 2012, forecasts of fluctuations in external demand are far from optimistic. Problems on global market, particularly in the Euro zone, with anticipated recession in Greece, Portugal and Spain, and marginal growth rate forecasts for Germany and France, will surely have a notable impact on Chinese economic growth rate in the years to follow.
In respect to internal markets, China has employed the practice of deliberate cooling off of the real estate market, which has direct influence on growth rate of construction sector and other key sectors directly involved in construction, such as cement and steel industries. The slump in real estate market is also reflected in demand, by reducing the local authorities' revenues from land turnover. In the light of decreased demand for land property rights on the part of developers, local authorities will rather withdraw from land auctions than allow the prices to There are also plans to extend financial support for the program using dividends from stateowned companies.
Taking into consideration the strength of internal demand relative to other major economies of the world and marginal drop of competitiveness due to periodic increase of inflation, the surplus on current account should remain low. For example, in the years 2008-2011, current account surplus dropped by 50%, i.e. from 420 bn USD to 202 bn USD in volume.
The short-term priority of Chinese central government is to return to the path of rapid growth. This will require skilful management of external uncertainty and imbalance at the level of macroeconomic policy. On internal market, the monetary policy should be loosened through a decrease of required reserves and interest rates, as means of stimulating internal demand in the years to follow. Changes are required also in respect to fiscal policy, as well as the policy of balancing the central budget and increase of current account surplus. In fact, taking into account the medium-term trajectory of dynamic economic growth and the low cost of public debt, central government can afford to maintain deficit at the level of 2% GDP, even at marginal increase of debt to GDP ratio.
Of key importance for Chinese economy is the situation on real estate market, since the balancing of prices is accompanied by steady fall in demand, with resulting increase of pressure on developers. Mounting losses pose a risk for the financial sector, particularly when they start to affect large companies in the sector. This, in turn, may translate to losses on the part of purchasers, due to steady fall of prices and potential bankruptcy of developers before the investment is completed -particularly in the light of advance payment schemes.
Admittedly, the pace of urbanization and increase of individual income should restore the market equilibrium, but the huge excess supply and steady fall of demand do not offer potential for durable improvement in the sector. The largest commercial banks are financially balanced and report relatively low pool of non-performing loans 15 . However, in the face of potential non-performance of some infrastructural projects financed by those institutions, the situation may deteriorate. Central authorities have already announced their intent to introduce reforms in financial sector to minimize the systemic risk, particularly in relation to the mounting debt of local governments. Reforms are also planned in supervision.
Another important risk factor for China is the continued decline of external demand, due to prolonged economic stagnation of G3 markets. The euro zone still faces the problem of debt crisis and low trust in financial sector; fiscal policy of the US government is ineffective in terms of stimulating the economic growth, while Japan has to deal with mounting cost of long-term state debt caused by delayed fiscal consolidation in the aftermath of nuclear power plant crisis.
To sum up, departure from the investment model of growth in favour of consumptionstimulated growth will require considerable effort on the part of Chinese authorities. Internal market stimulation should focus on:
-keeping up the pace of urbanization,
-reforms of the social security system, -reforms of financial sector and industrial policy, -boosting employment in the services sector, particularly in retailing and finance,
-increasing the household income growth rate.
In effect, the Chinese economy dynamics will be even more dependent on rapid agglomeration of urban cluster structures 16 , such as Chengdu and Shangdong, each with economic potential comparable to that of medium-sized EU economies, such as Belgium or Austria.
Chinese foreign policy, in the face of continued economic slowdown of G3 countries, will focus on active pursuance of contracts with developing countries, including the CEE region.
It must also be noted that this trend of multidimensional contacts with developing countries all over the world has been an important element of Chinese economic strategy for more than a decade now. This is manifested in the growing trade turnover with this group of countries. The 3. A special fund for investment cooperation between China and CEE countries will be set up, with 500 billion USD directed to the fund in the first phase of the project.
4. China will send assignments to promote trade and investment in CEE region and will initiate active measures to form bilateral economic and trade cooperation. China intends to cooperate with CEE to boost the volume of bilateral trade to 100 billion USD by the year 2015.
5. In the light of practical needs of the CEE countries, China will actively promote cooperation with CEE among its local business, with the intent of setting up special economic zones in each of the CEE countries within the next five years or participating in the existing SEZ and technological parks in the region. 11. Setting up a research fund to promote studies of bilateral relations between China and the CEE. China declares its intention to direct 2 million CNY 18 annually to support academic exchange between research institutes and scientists of both parties.
12. In 2013, China planned to host the first international forum of young political leaders from China and the CEE; representatives of young generation of political activists from both parties are to be invited, with the intention to promote understanding and friendship.
It must also be noted that China perceives Central Europe as a separate and independent region, outside Russian and German spheres of influence. This trend should be emphasized and utilized in the course of building mutual relations with Beijing, taking into consideration the general Chinese preference for bilateral relations, rather than multilateral or community relations 19 .
Trade relations between China and Poland in 21st century
Legal fundaments of trade relations between China and Poland in 21st century are regulated by a number of bilateral agreements, but also by international agreements, most notably those contained in WTO provisions. This can be seen as a new and important institutional factor, defining the perspectives of economic cooperation between China and Poland, also in respect to trade, since the introduction of internationally recognized standards of trade forms a strong incentive for Polish exporters.
Trade relations between China and Poland at the onset of the 21st century are characterized by low dynamics of Polish export, high dynamics of import from China and fairly disadvantageous commodity pattern of trade (from Poland's standpoint). This is caused by a number of factors, both in terms of limited export offer of Poland, and barriers to trade with China. (Table 3) , attesting to the lack of skills on the part of Polish exporters to utilize their export potential on Chinese market.
In the years 2004-2011, the structure of Polish export to China, relative to previous years, improved marginally due to the introduction of new export commodity groups (transport equipment, electrical appliances, furniture and vegetable products). However, the export structure remains fairly non-diversified -with three major SITC classification commodity groups constituting more than 84% (manufactured goods classified chiefly by material -49.61%, machinery and transport equipment -21.2%, and chemicals and related products -13.65%)
20
.
In 2011, the dominant commodity groups in Polish export to China were: non-ferrous metals The structure of Polish import from China in the last decade has been fairly stable (see Table 4 for SITC specification by section, Appendix 1 for SITC specification by division), with tuning and modification parts); furniture industry, farm and food industry (powdered milk, meat, sweets, bakery goods, health food) and luxury goods (leather clothes and accessories, beauty and health products, perfumes, jewellery) 22 .
Foreign direct investment is another area of further development in bilateral relations.
Unfortunately, the present FDI volume does not reflect the potential and trends of both Chinese and Polish economy, despite the fact that Poland is regarded as the third most important FDI target for China in CEE region, next to Hungary and Romania.
At present, the CEE region is not a target of major foreign direct investment for China. Table 5 ). Of the EU-10 countries, the largest FDI flow was observed in Luxembourg, Sweden and Germany. In the group of new EU members, the largest China's FDI flows were directed to Hungary and Poland. Analysis of aggregated value of China's foreign direct investment in Europe shows the dominant position of the EU-10, receiving 93% of total FDI flow in 2010 (Table 6 ). It must be noted that the volume of China's FDI in Europe grows at a steady rate. In the years 2005-2010, total value of China's FDI in the region increased over 16 times, and more than doubled in the years 2009-2010. While Chinese businesses are not a major investor group for the new member states, the volume of Chinese investment in the CEE region grows steadily. This trend is particularly strong in the aforementioned countries: Hungary, Poland and Romania (Figure 1 ). In 2010, those three countries received a joint 88% of total China's FDI directed to the new EU member states. 
Conclusions
China faces a great challenge of remodelling their path of economic development. Import and export of goods constitute 40% of Chinese gross domestic product, the largest trade partners being the EU, the US, Hong Kong, Japan and South Korea. The latent problem of mounting debt of both private and public companies remains, as well as growing social unrest and tension caused by limited social advancement and petrification of social strata can also pose a risk in the years to come. Irrespective of these problems, the Chinese will have to find new markets for their products and investments. Even if Chinese growth rate will lack the dynamics of the previous decade -and this is a very likely scenario -China will remain one of the largest potential investors on the Polish market.
Chinese authorities are more and more aware of their country's role and significance in the global economy, and they have a well-defined strategy of economic involvement in Europe,
with Poland regarded as one of the most promising areas of cooperation. This comes in stark contrast to the position of Polish government, largely unaware of the gravity of the situation.
In this context, it is of utmost importance for our government to prepare a strategic document to address the Chinese perspective of investment in Poland, followed by a precise long-term strategy of cooperation with China. 
